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On Jan. 25, Finance and Public Credit Secretariat officials announced that during the upcoming
negotiations with foreign bank creditors, Mexico will present a series of options to reduce debt
service payments and debt principal. The negotiations are to begin in early February. One of the
options involves the use of zero coupon bonds to cut interest payments. During the administration
of President Miguel de la Madrid, this technique was used as a means to reduce debt principal.
According to the local press, the governments seeks to cut debt service payments by two-thirds, or
a reduction from 6% to 2% of gross domestic product. Next, Mexican negotiators told El Financiero
that they plan to request new credit totaling $42 billion for the 1989-94 period, or President Salinas
de Gortari's term in office. The credit request is a crucial part of the government's six-year economic
plan which achieving a minimum of $7 billion in foreign currency, and adequate financial reserves
for development. These objectives are to be accomplished by means of capitalizing a portion of the
interest due on the debt, the issue of new debt bonds and other debt reduction techniques. In a talk
delivered at the School of Political and Social Sciences (Facultad de Ciencias Politicias y Sociales)
at the National Autonomous University (UNAM) in Mexico City, MIT economics professor Rudiger
Dornbush said that it is well-known that Mexico is unable to make payments on its foreign debt.
The most coherent response to this problem, he said, is economic growth. According to Dornbush,
growth would be possible if Mexico had a break from interest payments for at least two years. "At
this time, if you turned the country upside down, no money would fall out," said the professor.
For Dornbush, the foreign debt must be managed on a long-term basis, i.e., not on the basis of
annual debt restructuring which has little or no effect on improving the debtor nation's prospects for
economic recovery. (Basic data from El Heraldo, El Nacional, El Dia, El Financiero, 01/26/89)

-- End --

©2011 The University of New Mexico,
Latin American & Iberian Institute.
All rights reserved.

Page 1 of 1

